International 
oe Information 
— 


Foreign Economic Trends 
and Their Implications 
for the United States 


NOVEMBER 1984 


POLAND 


cer 84-107 
Frequency: Annual 


Supersedes: 83-89 


PREPARED BY 
AMERICAN EMBASSY WARSAW 


U.S. DEPARTMENT OF COMMERCE 


International Trade Administration 
Washington, D.C. 20230 


o 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, 
$66. Foreign mailing, $16.50 additional. Single copies, $1.75, available from Publications Sales Branch, Room 
1617, U.S. Department of Commerce, Washington, D.C. 20230. 





2 


POLAND: KEY ECONOMIC INDICATORS 
(in millions of dollars, except where noted) 


1979 1980 1981 1982 
Foreign Trade(1) 


(2) 


Foreign Trade Balance -1,279 -1,892 -2,042 633 


Exports (Total) 16,426 17,190 13.7282 PS 5434 
Imports (Total) 17,705 19,082 15,224 14,798 
(2) 


With Non-Communist 
Countries: Balance «1... 595 1,440 


Exports 6,430 5,295 
Imports 8,140 367 59 


With the United Statds **? - 359). . é » 


Exports to United 

States 426. 
Imports from United 

States 786. 
(of which manu- 

factured goods) 92 


OTHER ECONOMIC INDICATORS ‘>? 


1980 1983 Total 


National Income -6.02Z : -0Z 4.85¢4) ( 


(Constant Prices) Trillion Zloties 
Coal Production -3.92 j ‘ 0% 191 
Million Tons 
Electrolytic Copper 6.32 é ‘ ~42 360 
Thousand Tons 
Sulfur 6.92% ‘ ak 4.96 
Million Tons 
Steel Production Le 4 : ote 1652 


Million Tons 
Electric Power Production 3. 2 ‘ on 126 


Billion KWH 
Savings Deposits 8. . ;: 0% 1074 
Billion Zloties 

Investment -12. wom -12. cee 2255 

(Constant Prices) Billion Zloties 
Retail Sales 1.42 ax -17. 02% 

(Constant Prices) 
Cost-of-Living 

Indicator LGD POG a7 3923 482. 

(1970 = 100) 


Footnotes: (1) The following rates of exchange were used in the 
calculations: 1979, exchange zloties 3.089 = U.S. $1.00; 1980, 
exchange zloties 3,054 = U.S. $1.00; 1981, exchange zloties 3.361 
= U.S. $1.00; 1982, zloties 85 = U.S. $1.00; and 1983, zloties 
95 = U.S. $1.00. 
(2) Statistical Bulletin, Main Statistical Office (GUS), February 1984; 
(3) Statistical Annual (Brief) 1984, GUS. 
(4) Dollar estimates of GNP range from $45 billion to $171 billion 
depending on purchasing power equivalents. 





Current Economic Situation And Trends 

The Polish Economy rebounded in 1983 after four straight 
years of decline. National income produced increased 4-52% 
over 1982 compared to declines of 2.3% in 1979, 6% in 1980, 
12% in 1981 and 5.5% in 1982, The high trade surplus and the 
need to meet foreign debt obligations held the rise in 
national income distributed to 3-4%. Compared to 1978, 
national income distributed has fallen 252. 


Industrial production sold also posted impressive gains after 
several years of decline. Overall, industrial production 
sold increased 6.7% compared with 1982. Increases were 
registered throughout the manufacturing sector which grew by 
7.1% while the extractive sector, which had led the 
production spurt in late 1982, grew by only 3.1%. Production 
of consumer goods lagged behind the increases in producer 
goods production. Still, consumer goods production reached 
4% including a 5.9% increase in the food industry. Although 
growth compared to 1982 was impressive, industrial production 
continues to run about 20% below the levels in 1979, 
Moreover, although the year-on-year growth was impressive, 
month-by-month figures in 1983 indicated that the recovery 
had run out of steam by early spring and that fourth quarter 
statistics were on about the level of the first quarter. 


In 1984, industrial production has continued to grow 
modestly, particularly in the second quarter as the economy 
began to build momentum. It appears that the economy has 
proven to be more flexible than anticipated and has 
apparently made the switch to domestic raw materials more 
easily than had been foreseen. Nevertheless, industrial 
production continues to be well off the pre-crisis level. 
Indeed, much of the growth in the past eighteen months could 
well be simply a return to “natural” production levels of the 
pre-crisis level rather than any new improvements in the use 
of industrial capacities... 


The government has continued to emphasize the economic reform 
program which was begun in early 1982 with the passage of 
eight major pieces of legislation and which has now outlasted 
all of the previous reform efforts. The reform program is 
based on the so-called Three S's: self-management, 
self-financing, and self-planning (enterprise autonomy). 
Reform remains the centerpiece of the government's economic 
policies, but, at the same time, continues to clash with 
government efforts to stabilize and crisis-manage the 
economy. These latter objectives have often resulted in 





greater centralization at the expense of reform goals. Most 
notably, the system of government orders which calls for 
central allocation of raw materials to cnterprises engaged in 
producing items of critical social need has expanded to over 
100 product groups, beyond any reasonable definition of 
critical social need. Although some reformists argue that 
this system is preferable to the operational programs which 
it largely replaced, the more conventional wisdom is less 
Sanguine, arguing that these government orders reflect the 
efforts of central planners to forestall the implementation 
of the market mechanism as the allocator of scarce 

materials. Still, even the regime's detractors -- and there 
are many -- argue that the government has made an effort to 
push ahead with the program despite very difficult economic 
circumstances and has managed to maintain the program's 
momentum, albeit slow. One often-heard criticism of the 
reform program continues to be that the government is 
constantly tinkering with the program and creating 
uncertainty among the enterprise managers who, if they are to 
behave differently in the future and react more to profit 
than to central directives, must be convinced that the rules 
of the game are set and will continue to remain in force. 
This stabilizing of the reform landscape is an important goal 
for the government as it moves ahead with the reform progran, 


WAGES, INCOMES, AND MARKET SUPPLIES 

After several years of acute shortages, 1983 was the first 
year of relative stability on the market place. Although 
many common household goods remain in critical short supply 
there were far fewer consumer lines in front of stores than 
in previous years. Several basic goods continued to be 
rationed in 1983 including flour, sugar, and meat. Despite 
progress earlier in 1983 in reducing the number of goods “on 
the card" there was a major setback for the government in 
November when impending shortages forced it to add butter and 
animal fats to the ration list just before the holiday baking 
season. The government continues to be very sensitive to 
raising prices. Inflation in 1983 was about 25%, a figure 
which compared favorably to the 102% inflation rate in 1982. 
The government has committed itself to bring the rate down to 
15% in 1984 and to single digits in 1985. So far, as of 
June, inflation has been brought down to 13% compared with 
_June 1983. It is not clear whether this progress on 
inflation may have been purchased at the cost of bringing 
long lines back to the stores. Wages, which in 1983 roughly 
kept pace with the rate of inflation are, as of June 1984, 





running 7% ahead of the growth in inflation, thereby putting 
tremendous pressure on consumer supplies. High demand, 
partly reflecting pent up demand from the period of high 
involuntary savings, has forestalled the growth of 
inventories necessary if market supplies are to be 
stabilized. So far, the government has not developed a 
coherent policy to deal with growing consumer demand on 
limited supplies. The government talks constantly about the 
need to tie wage increases to productivity increases, but it 
has not succeeded in implementing this policy largely because 
it continues to make exceptions for enterprises which raise 
production regardless of increases in the cost of 
production. This produce-at-any-price approach, often 
applied in the form of informal directives to enterprise 
Managers, makes the linkage of wages to productivity very 
problematic, and is a major contributor to inflationary 
pressure. The government has also continued to interfere 
with efforts to decontrol prices. In April 1984, the 
government limited price rises on a wide range of consumer 
goods to increases in the prices of raw materials. In no 
cases can the increase exceed ten percent. Although many 
consumer durables and iuxury goods were exempted from the 
limitation, the net effect of the decree so far has been to 
hold prices below their market clearing levels and, once 


again, to forestall the establishment of a rational price 
mechanism. 


Foreign Trade 

In 1983, for the second year in a row, Poland managed to run 
a hard currency trade surplus which allowed it to make some 
repayments on its foreign debt and to import critically 
needed raw materials for industry. The hard currency import 
level, however, was not sufficient to prevent further 
decapitalization of industry as imports of capital equipment 
continued to be far off the 1979 levels. Imports of raw 
materials for industry are also way down and as of the end of 
1983 were 48% of 1979's level. So far in 1984, Poland has 
managed to increase its hard currency trade surplus slightly, 
but in dollar terms, has not increased the level of trade 
with the West with exports running at 1.7% while imports are 
at -.1% compared with January - June 1983. In trade with 
CEMA countries, Poland continues to run a substantial 


deficit, although there are indications that this deficit is 
falling. 





COMMODITY COMPOSITION OF TRADE 

During 1983, the composition of overall trade shifted toward 
raw materials and away from manufactured products. In 
exports, the share of fuels and energy, metallurgical 
products and foodstuffs increased, while engineering goods 
(including automobiles sold in Poland for hard currency -- so 
called internal exports) declined. Coal exports remain 
Poland's big money earner increasing to 35.2 million tons, 
only 5 million tons below the pre-crisis high. A good grain 
harvest helped to hold down imports of grains, cereal 
products, and feed. These were down 27% from 1982. 


During 1984, coal exports have continued to climb upward 
although it appears that there will be less growth potential 
in the future as exploitation reaches its peak. During the 
first quarter 1984, the government was forced to import 
greater quantities of meat in order to maintain the 2.5 
kilograms per person meat ration which it has guaranteed. 
Engineering exports to the hard currency zone, which were to 
have been a major growth area according to the 1984 plan, 
have so far not shown any growth and, in dollar terms, have 
actually fallen. Given the continued shortages of imported 
raw materials there is little realistic expectation that this 
import sensitive sector can rebound and play its lead 
sectoral role. Poland will instead have to continue to rely 
on exports of raw materials at a time when world prices for 
its resources are declining. 


BALANCE OF PAYMENTS 

Poland's balance of payments situation remains acute. Given 
its current export potential it is incapable of paying its 
foreign debt and will have to continue to reschedule with its 
creditors, In July 1984, it reached an agreement with 
commercial bank creditors which gives it some breathing room 
as well as a much needed short term credit facility. Poland 
is in the process of negotiatiating with its official 
creditors for rescheduling of the debt guaranteed by foreign 
governments. This debt represents about 16 billion dollars of 
Poland's overall hard currency debt of 27 billion dollars, 


IMPLICATIONS FOR U.S. BUSINESS 

The greatest obstacles to doing business in Poland remain 
Poland's acute hard currency shortage, the absence of 
significant Western credits and Poland's resulting inability 
to satisfy the import needs of its industry and agriculture. 





Until the Polish economy strengthens, particularly in the 
export sector, and until conditions permit a new influx of 
credits, the U.S. and Poland's other Western trading partners 
will be obliged to compete for very limited funds available 
for foreign purchases. Business on a cash basis is still 
brisk in priority areas to which Poland has assigned 
preferential hard currency allocations. The U.S. has been 
able to hold its own in areas such as medical equipment, 
agricultural chemicals (espcially for plant protection), and 
pharmaceuticals, which are at the same time priority sectors 
for the Poles and sectors in which American industry excels. 


U.S. businesses hoping to sell to Poland also should 
concentrate on items which demonstrably support Poland's 
economic recovery efforts, particularly those needed to fuel 
export industries. Poland greatly values high technological 
quality and durability in comparing foreign products, in 
addition to always important price considerations, Within 
these several constraints, genuine opportunities still exist 
in the Polish market for the resourceful company, though 
overall sales volumes will not soon approach the peak levels 
of the 1970's. U.S. businesses should be prepared to discuss 
a variety of countertrade arrangements when in Poland, as 
straight cash payment often is not possible. 


Poland continues officially to encourage foreign investment, 
especially to revive unused or underused industrial capacity, 
but in recent years this investment has not figured 
importantly in the Polish economy. American firms are not 
entering into large cooperative ventures in Poland as in the 
past, and a liberalized joint venture law, designed to 
attract more foreign capital, has yet to be enacted. A few 
American investors have found some success in "Polonia" small 
business enterprises (i.e. private business€S owned by 
foreigners of Polish descent), especially thOse which the 
Polish government perceives as bringing direct benefit to the 
national economy. 





FUTURE PROSPECTS 

The Polish economy remains in a state of deep disequilibrium 
with little prospects for any rapid improvement. The 
government hopes that its economic reforms will begin to show 
some results although it will have to be more patient with 
them than it has been up to now. The foreign trade sector is 
perhaps the most critical element of the Polish economy. 
Somehow, Poland will have to step up its imports if it is to 
get the material resources to develop an export sector, 
Still, there is much the government has not done and could do 
to implement economic reforms, particularly in the export 
sector, that would establish more incentives for Polish 
producers to export; The current hard currency accounts for 
exporters and hard currency retention rights are clearly not 
adequate and must be augmented with more fundamental efforts 
at currency reform. The Polish zloty has a black market rate 
only one sixth of its official rate. As long as exporters 
must turn in their hard currency earnings at the official 
rate there will be little incentive for them to try to meet 
the rigorous quality standards of the international market. 

















